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KEY ECONOMIC INDICATORS: 


All value in US $million 
unless otherwise noted 


Exchange Rate: 
for 1975-76 
for 1977 


US$1.00=SR3.52 1975 


US$1.00=SR3.5 


INCOME, PRODUCTION, EMPLOYMENT 

GDP (current prices) 1/ 

Non-oil GDP 

Per Capita GDP ($1000) 2/ 

Crude Oil Production —~ 
(million bbl/day) 

Labor Force* (thousands) 


MONEY, BUDGET AND PRICES 
Money Supply (year-end M3) 
State Budget 3/ 
Investment Budget 
Actual Expenditures 
Consumer Price Index (1970=100) 


BALANCE OF PAYMENTS AND TRADE 


Official Gold and Foreign 
Exchange Reserves 
Government Foreign Assets 
Balance of Payments (current 
account surplus) 
Exports F.0O.B. 
Estimated U.S. 
Imports C.I.F. 
Estimated U.S. Share (%) 
Imports from U.S.: 1977 value 
3.6 billion F.0O.B. 
Principal products: cars 
and trucks, aircraft; 
cereals and preparations; 
electric power equipment; 
construction and mining 
equipment; heating and 
cooling equipment. 


Notes and Explanation: * 


Share (%) 


Estimated. 


SAUDI ARABIA 


1976 


49 ,000* 
11,500* 
8 .5* 


8.5 
1,800 


8 ,806* 
31,426 
21,086 
31 ,400* 

273.0 


27,025 


22,564 
17 ,500* 


35,570 
13 
13 ,246 
22 


1977 


58 ,000* 
16 ,000* 
10.0% 


9.2 
1,890* 


13,858% 
31,603 
21,278 
31,600 
304.9 


31,032 


29,200 
18 ,000* 


40 ,000* 
15 

16 ,500* 
24 


Percent 
Change 
76-77 


1/ GDP figures adjusted from Muslim 
fiscal year figures. 
2/ Based on unofficial population 


estimates. 


3/ Muslim fiscal year figures. 


Sources: 


Central Department of Statistics; 


Monetary Fund. 


Saudi Arabian Monetary Agency; Ministry of Finance 
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SAUDI ARABIA 


SUMMARY 


The coming period will see renewed business activity encouraged by 
continuing high levels of Government spending, primarily still on 
infrastructure. Construction will also begin on the first of several 
projected basic heavy industries which are planned to produce petro- 
chemicals, refined petroleum products, steel and perhaps aluminum. 
Inflation, a cause for serious concern in recent years, has subsided 
to a reportedly manageable 11 percent, and the outlook is for continued 
economic stability. The FY 1978-1979 budget will probably increase 
moderately, giving impetus to renewed private sector activities, 
particularly industrial and agricultural joint ventures with foreign 
partners. Saudi revenue will continue to exceed expenditures, with 
a projected $20 billion surplus in 1978. 


U.S. firms will find attractive opportunities, particularly in joint 
ventures which require stationing personnel in the Kingdom. Despite 
Saudi appreciation for the excellence of U.S. goods and services, 
European and East Asian competition is strong and growing, benefiting 
from price and wage differentials. Saudi Arabia's adherence to the 
Arab Boycott of Israel is a potential problem area which may require 
U.S. firms to seek competent legal counsel. U.S. tax legislation and 
court rulings are also likely to affect the costs of American overseas 
employees which should be carefully considered by U.S. firms. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


If 1977 was a year of retrenchment and stock-taking for the Saudi 
economy, 1978 can be considered a year of measured movement toward 

the Saudi Government's goal of creating a diversified and industrialized 
economy, based on existing natural resources, as quickly and as firmly 
as possible. Key decisions have been, or will soon be made, to turn 

the spade on costly new facilities the purpose of which can be fulfilled 
only by the additional expenditure in coming years of tens of billions 
of dollars in plant and equipment. 


Midway into a very ambitious $142 billion Five-Year Development Plan, 

the Saudi Government last year slowed down its forward leap toward 

the industrial state it wants to become, took stock of its deteriorating 
position reflected by inflation rooted to a large extent in institutional 
and infrastructural bottlenecks, and took largely successful measures 

to overcome difficulties encountered. 





The coming year's progress will be based on the solid achievements of 
1977. Perhaps most importantly, the terrible congestion problems at 
Jidda and Dammam ports were overcome to the extent that by the last 
three months of 1977, 35% of both ports' capacity lay idle. Inflation 
was attacked in several other ways, as well. Private contractors, 
both Saudi and foreign, were admonished to rethink bid prices more 
realistically. To serve notice of its intent, the Saudi Government 
cancelled eight important projects which had been negotiated by 
Western and Japanese firms, and proceeded to award them to Saudi 

and Asian companies, to show that the Government need not depend 

upon Western firms. At the retail and wholesale level, price controls 
were established on an increasing number of goods. The Government 
held the line on its own 1977-78 budget, still a respectable $31.5 
billion, a figure no higher than each of the two preceding years. 
Actual expenditures, however, climbed closer to the level of budget 
allocations last year, though some ministries still lag in project 
execution. Seaports, mineral wealth and water development agencies 
(in addition to the military) have best utilized their budgets, 
spending over 80% of amounts allocated. The June 1978 fiscal year 
budget is expected to increase moderately. 


These tactics worked, although they helped produce what may be called 
in retrospect a slow year in 1977. There was, however, no stagnation 
nor recession and no unusual number of bankruptcies. 


Oil revenues will continue to fuel the economy and provide the where- 
withal for development spending. Government oil revenues are estimated 

to have been $40 billion in 1977, with production at 9.2 million b/d. They 
will decline moderately in 1978 due to the current price freeze and reduced 
sales. The Government has directed Aramco to sell a higher proportion 

of heavy crude oil, and correspondingly less 34° API Arabian light 

(the latter is limited to 65 percent of total production). Since 

Aramco's production ceiling is about 8.5 million b/d, production of 

Arabian light can be no more than about 5.5 million b/d, or about one 
million b/d less than in 1977. The Government's motive is thought 

to combine an attempt to move some of the less popular heavy crudes, 

which are destined to become a greater proportion of Saudi production 

in coming years, and to conserve the lighter crudes. Saudi Arabia 

has been in the forefront of OPEC member countries cautioning against 
radical price increases, which could disrupt Western economies at this 
crucial period when the West is moving fitfully out of recession. 
Government revenues from other internal sources, mainly business income 

tax and customs duties, are insignificant; however, earnings on foreign 
assets, some $2.5 billion in 1977, may increase to $4 billion in 1978. 
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A recent Government review of the first two years of the Plan, mid-1975 
through mid-1977, shows some solid achievements: gross domestic product 
grew 15.4 percent in constant prices (to $58 billion -est.) , or higher 
than the 10.2 percent planned. The non-petroleum sector achieved an 

18% growth rate (in constant prices) over these two years, against 

a planned 13.4 percent. Education, private-sector housing, ports, 

land distribution, and air transport are sectors in which projects 

are being developed on schedule. Off-schedule sectors noted by the 
report include telecommunications, desalination, electricity, drainage 
and sewerage, and government-built housing. 


The Government's efforts to fight inflation both contributed to and 
benefited from a business lull in the first half of 1977. Port 
decongestion surprised importers, who were stuck with huge inventories 

which took some time to wear down. Combined with this was a topping 

out and decline in the real estate market, with land values showing greatest 
decline. Inflationary pressures, as measured by the Ministry of Finance's 
consumer price index, have subsided from an official average of 31% 

in 1976 (70% in housing) to only 11% in 1977. 


Freeing of Saudi ports from congestion has had numerous spin-off benefits 
to the economy. Not only are importers now able to plan better their 
purchases and stand a good chance of getting them when they expect to, 
but shipping rates have declined. Delivery schedules for both suppliers 
and Saudi customers have improved greatly; some 100 shipping lines, 
including increasing numbers of container vessels, are now believed 

to call on Saudi ports. New ports have opened at Yanbu (roll-on, 
roll-off), plus nine berths to open in 1978; at Jubail's new commercial 
port; at Aramco port facilities on the Gulf; at Ras al Mishab, near the 
Kuwait border (which opened late last year, primarily to supply the 

one million tons of freight expected for the new military cantonment, 
King Khalid Military City at Al Batin); and at new ports at Ras al Ghar 
on the Gulf and at Qadima, north of Jidda, both built to import 

building materials. Existing major ports at Jidda and Dammam have 
benefited from energetic management by the 18-month old General Seaports 
Authority. Thus, the outlook is for continued easy passage of goods 
into Saudi Arabia. 


The next problem will be to improve inland transport, distribution 

and warehousing. The Ministry of Commerce plans, but has not yet 
tendered, large public warehouses at Jidda and Dammam to address 

this problem in part. The trucking industry itself, largely disorganized 
until now, has recently been the subject of new Government regulations 
governing transport of both goods and people. 


There are several important non-ministerial Government institutions 
now functioning, and increasingly experienced, with which American 
firms can deal. They include the Saudi Basic Industries Corporation, 
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Riyadh, the Government's joint venture partner with foreign firms for 
heavy industrial projects at Jubail and Yanbu (potential partners 
include: Mobil, U.S. Shell-Pecten, Dow, Exxon, Grace, Celanese/Texas 
Eastern Transmission, Korf Steel); the General Electricity Corporation, 
Riyadh, responsible for the Kingdom's electrification program which 
includes creation of consolidated regional power companies; the Royal 
Commission for Jubail and Yanbu, with offices in Riyadh, Jubail and 
Jidda, responsible for at least $20 billion of infrastructure at the 
industrial complexes of Jubail and Yanbu; the General Seaports Authority; 
the Saline Water Conversion Corporation, Jidda, building desalination 
and associated power plants throughout Saudi Arabia; and the Saudi 
Real Estate Development Company, Riyadh, which has begun to contract 
for housing complexes, hotels and shopping centers. 


A shortage of skilled manpower at all levels continues to plague 
Government planners, and affects all stages of project implementation. 
Government employees themselves are prone to quit for more lucrative 
opportunities in private life; as a result, more than one talented 
Deputy Minister or Department head necessarily wears several hats, 
shouldering responsibility for different government agencies or projects. 
Ambitious Saudi Government plans to train skilled technical manpower 
have only just begun; and more often than not, expatriate engineers 

or architects find themselves dealing with counterparts who, admitting 
inexperience, are cautious and deliberate in making decisions. The 
need for expatriate managers, technicians and laborers will continue 
for the foreseeable future. Major private contractors are expected 

to obtain all their labor needs from overseas, as well as provide their 
own compound housing outside the local market, although there is a 
concomitant Government requirement that Saudi citizens be employed 

to the maximum feasible extent. In practice, skilled Saudis have so 
many options open to them that expatriate firms find few Saudis to 
employ, and generally not for the long term. The influx of foreigners 
has, at the same time, raised anxieties of some Saudis who see them as 
a threat to Saudi tradition and morality. Visa and work permit pro- 
cedures are continually subject to review and there has been a marked 
effort to tighten up the Government's control over foreign workers in 
the country. 


Several important Saudi Government regulations have been put into 
effect in the-past year which affect foreigners doing business in 
Saudi Arabia. 


-- In January 1978, the Government published its long-awaited regulation 
governing the relationship between foreign contracting firms or 
consultants and Saudi agents. The regulation requires foreign firms 
seeking Government business to have a Saudi agent or partner; it is 
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possible to have more than one agent, but fees and commission 

cannot exceed 5 percent of a contract's value. Saudi agents are 
admonished from exploiting influence or mediation, and can represent 
a maximum of ten foreign contractors or consultants but only one 

per contract. 


New regulations have been issued which limit the issuance of visas 
for dependents of expatriates working in the Kingdom. Henceforward, 
only highly-skilled individuals can readily bring their families 
with them to Saudi Arabia. Teachers, engineers, accountants, and 
university professors were identified as examples, but it is 
believed this list is not exclusive. This decision is only a 

few months old and its potential effect on U.S. citizens has yet 

to be tested. 


A September 1977 revision to the Labor Law specifies that preference 
will be given to projects which have the fewest possible workers. 


The Government has reaffirmed over recent months that priority must 

be given by private contractors and Government agencies to domestically- 
produced products. Contractors are enjoined from building their own 
materials-producing plants if similar products can be obtained locally. 


The Government has reaffirmed its 1976 policy that all foreign 
contractors with contracts over SR 100 million in value or more 


than 100 employees must provide their own housing, rather than 
rely on the local market and contribute to rent inflation. There 
is, however, some indication that Saudi landlords are urging the 
Government to rethink this policy in light of the changed rental 
market, which has produced large numbers of unrented units in 
large towns. 


The private sector, although it contributes only 15 percent of GDP because 
of the dominant role of oil in the Saudi economy, is very dynamic and offers 
innumerable business opportunities to American suppliers or joint venture 
partners. As real estate speculation has peaked, at least for the moment, 
the availability of cheap government credit and other incentives has 
encouraged some of the abundantly available local enterprise capital to 
move into industrial and agricultural ventures, generally with foreign 
partners. The making of Saudi industrialists out of old-fashioned 
commission agents/general traders is perhaps the most interesting observ- 
able development on the business scene. Application for government loans 
for industry and commerce stabilized or declined in 1977, in spite of 
government incentives which include 2 percent money for up to 50 percent 

of the value of an industrial project, essentially free land and utilities, 
tax holidays and government grants of up to 50% of the cost of imported 
equipment. Perhaps the private sector peaked out for the short run; 
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alternatively, perhaps it has only caught its breath for the home stretch. 
1978's economic take-off will be spurred by Government spending, but a 
respectable number of dynamic Saudi entrepreneurs wielding their own 
projects will not be far behind. 


PART B — IMPLICATIONS FOR THE UNITED STATES 


In Saudi Arabia American business benefits from the political stability 
of the Saudi Government, its policy stance supportive of the West and 
free enterprise, and a good track record of past successes by American 
firms in the Kingdom which have left a residue of good will towards U.S. 
business on the part of most Saudi businessmen and government officials. 
Saudi Arabia is one country where an American need not apologize for his 
"accent" nor explain where his home is vis-a-vis Europe. To a significant 
degree, the United States is known and fairly well understood by most 
Saudi executives, many of whom have lived in or traveled to the United 
States. English is the second, if unofficial, language in Saudi Arabia, 
and American specifications (whether for products, building construction, 
or 60-cycle electric current), are common. 


American firms are already represented to an enormous extent in Saudi 
Arabia: at least 332 firms maintain offices and staff here with an 
estimated population of 33,000 Americans; over 1,000 U.S. firms have 
Saudi agents or distributors. 


Business opportunities in the Kingdom are varied and plentiful if Saudi 
customs are heeded, though many traditional U.S. marketing techniques are 
likely to fall on their face here. Most importantly, in Saudi Arabia 
personal human relations count above all other things. Saudis like to 
meet personally with businessmen with whom they deal, and they like to 
take time, sometimes a long time, to determine the character of a man 

and his firm before initiating business relations with him. The result 
of this Saudi reliance on his personal perceptions of people, rather than 
catalogs or credit reports, is that successful American firms must send 
reliable people to the Kingdom, often repeatedly, before concluding a deal. 
It behooves American businessmen to take enough time to find the right 
Saudi associate before commencing anything in Saudi Arabia. It is not 

a simple matter here to change Saudi partners, agents or sponsors once 
you have commenced a relationship with someone. 


There are three traditional "markets" within the Saudi market: the Saudi 
Government, mostly headquartered in Riyadh; the private sector, scattered 
throughout the Kingdom but concentrated still in Jidda; and Aramco in the 
Eastern Province. To these may be added the U.S. Army Corps of Engineers 
which, while reporting to the Saudi Ministry of Defense and Aviation, is 
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supervising some $24 billion worth of building construction for the Saudi 
military; the U.S.-Saudi Joint Economic Commission, a bilateral govern- 
mental body which has already awarded some $150 million in study or 
supply contracts to U.S. firms and which is responsible for additional 
projects worth over $2 billion; and finally, U.S. and other foreign 
turn-key contractors, who award subcontracts which can be worth hundreds 
of millions of dollars. A Korean firm, for example, recently won a $700 
million construction subcontract from a European consortium. 


The method of doing business in Saudi Arabia can take any of the following 
forms: (a) direct selling from overseas, with occasional whirlwind visits 
by U.S. marketers (this technique is unreliable and not recommended); 

(b) appointing a Saudi agent or distributor, supporting him with materiel 
and sometimes seconding service technicians or marketing staff to him; 

(c) opening an office of the U.S. firm in Saudi Arabia, either as a 
branch (possible but generally impractical), or a joint venture (both 

of these mechanisms require a lengthy approval process), or as simply 

a division or department of an existing Saudi firm, which becomes your 
"sponsor." Foreign firms seeking Saudi Government contracts now must 
have either a Saudi partner or an agent. 


U.S. firms have won at least $5 billion in major Saudi projects over 
the past twelve months, by unofficial Embassy count. The potential for 
winning more, big-ticket Saudi government-related projects is excellent 


for U.S. firms. Aside from the large "showcase" projects, there is a 
largely untapped market (at least by American firms) for smaller private 
and Government contracts, worth under $50 million each, which are being 
awarded to newer, smaller Saudi/foreign joint ventures. The services 
sector, from electrical/mechanical maintenance to auto repair and fast-food 
restaurants, is also an attractive sector, ignored by U.S. firms. 


In 1977 Saudi Arabia absorbed a huge increase in imported goods, totaling 

28 million tons (a 68% increase by weight over 1976), worth over $16 billion. 
The bulk of imports are basic construction materials, which equal almost 
two-thirds of all Saudi imports, including cement (7.2 million metric tons), 
steel (1.3 million tons), and timber (962,000 tons). 


U.S. firms supplied about one-fourth of total Saudi imports in 1977, valued 
at $3.6 billion. The next most important supplying countries were Japan 
($2.3 billion) and West Germany ($1.9 billion). Saudi Arabia has become 

the seventh largest market for U.S. products in the world (after Canada, 
Japan, West Germany, Britain, Mexico and Netherlands), and by far the 
largest market in the Near East/North Africa. Because Saudi Arabia supplies 
some 15 percent of U.S. oil imports, Saudi Arabia has become the fourth 
largest supplier to the U.S. (some $6.4 billion in 1977). 
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Best prospects for U.S. suppliers in Saudi Arabia include: building supplies, 
fixtures and equipment for construction and materials handling, electrical 
power, communications, health care, drilling for hydrocarbons and water, 
aviation and avionics, computers and peripherals, air/water filtration 

and purification, refrigeration, navigation and traffic control, agri- 
business (primarily irrigation and spraying machinery), business equipment, 
household and institutional furnishings, and consumer goods new to the 

market, such as convenience foods, luxury and leisure goods, decorative 

items. 


Doing business in Saudi Arabia is not easy. Persistence, patience and tact 
are indispensable, and sound business practices are as applicable in the 
Kingdom as in the United States. Catalogs and company literature will not 
sell the product here as it may elsewhere. Neither will a flying visit of 
but a few days. This market is best sold by perseverence. Aside from the 
general familiarity with U.S. goods and the eased entree this offers to 
U.S. firms, the Saudi market is wide open; U.S. firms should expect tough 
competition, particularly on price and delivery terms, from European and 
Japanese companies. 


Relations between Saudi Arabia and the United States have been close for 
many years. The Saudi-U.S. Joint Economic Commission was set up in 1974 
to provide reimbursable technical assistance and facilitate private sector 
participation in Saudi development projects. Saudi Government policy, 
as reiterated consistently by its officials, presumes participation in 
Saudi Arabia's development by U.S. firms and access to U.S. supplies. 
Saudi Arabia does, however, support the Arab boycott of Israel. U.S. 
law makes certain actions by U.S. persons illegal if they would support 
the Arab boycott. Within a context of supporting its own boycott of 
Israel and keeping the door open to U.S. firms in Saudi Arabia, the 
Saudi Government at the highest levels has assured U.S. firms of their 
ability under both Saudi and U.S. law to compete successfully and do 
business in Saudi Arabia. For example, the Saudi Government has agreed 
to accept "positive" rather than "negative" certificates of origin on 
American export documentation. 


An additional obstacle to U.S. participation in the economic development 
of Saudi Arabia results from the long-term effects of the 1976 Tax 

Reform Act and associated court rulings as they affect U.S. citizens 
residing overseas. The difficulty is that under present U.S. law and 

tax court rulings, which are currently being reconsidered by Congressional 
committees, U.S. workers overseas must add a number of unusually high 
allowances to their income for tax purposes, thereby making U.S. workers 
uncompetitive when compared with more economical Canadian, European or 
Asian labor. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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